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Introduction

This paper provides an overview of the forms of 
taxation that are applied to casinos by state and local 
governments in the USA and analyzes those taxes 
and fees from a policy perspective.  
First, the paper contains a comprehensive review of 
the taxes and fees applied to commercial casinos in 
the eleven U.S. states where casinos are legal. 
Second, economic analysis of the efficiency and equity 
issues related to casino taxes is presented.  
Finally, a summary of our current knowledge of casino 
taxation and suggestions for needed research are 
presented. 



Taxes and Fees Applied to Casinos 
in the USA

Types of casinos and casino gambling.
land-based casinos
riverboat casinos
limited-stakes casinos
native American (tribal) reservation casinos

Commercial casinos and taxation.
wagering tax
admissions tax
fees

Tax-related issues.
Revenue interactions with other taxes.
Uses of casino revenues.



Types of casinos and casino 
gambling

Casino gambling has been legal in Nevada 
since 1931 and in New Jersey since 1976. 
In recent years, however, additional states 
have creatively crafted and applied laws that 
permit riverboat casinos and other types of 
gambling facilities.  
A flurry of casino gambling legalization over 
the period between 1989 and 1996 added nine 
more states to the list:  Colorado, Illinois, 
Indiana, Iowa, Louisiana, Michigan, 
Mississippi, Missouri, and South Dakota. 



Commercial casinos and taxation

See Table 1 for a detailed listing of state 
forms of casino taxation and uses of 
revenues generated by casino taxation.
The complete table is included in an 
article just published in the National 
Tax Journal, June 2005.  
A sample row of the table, for the 
state of Illinois, is provided here.  



Table 1:  Illinois (example of table)

Illinois Riverboat gambling taxation includes an admissions tax and a 
wagering tax, applied to riverboat casinos, starting in 1991.

Admissions tax  
$4 per person at facilities that admitted 2.3 million or fewer 
persons in the previous year.  
$5 per person for larger facilities.

Wagering tax
Tax base:  adjusted gross receipts (AGR)  
Tax rates:

15% for 0 < AGR ≤ $25 million
27.5% for $25 million < AGR ≤ $37.5 million 
32.5% for $37.5 million < AGR ≤ $50 million
37.5% for $50 million < AGR ≤ $75 million
45% for $75 million < AGR ≤ $100 million
50% for $100 million < AGR ≤ $250 million
70% for AGR > $250 million  

Local governments and the state education fund receive 
revenues.  Each unit of local government that serves as 
a host community for a casino license receives 5% of 
the AGR and half of the admissions tax revenue.  



Wagering tax
All states in the U.S. that permit commercial casinos impose some form 
of wagering tax.  

The precise definition of the tax base varies from state to state, but the 
essential tax base in all cases is a form of adjusted gross receipts (AGR), or 
gross gambling receipts minus payout for prizes.  

The states of Illinois, Indiana, Iowa, Louisiana, Mississippi, and Missouri 
apply a wagering tax on riverboat casinos.  Tax rates range from 4 
percent to 70 percent of AGR.  

Missouri applies a flat rate of 20 percent to AGR while the other riverboat 
states apply graduated rates varying from a low of 4 percent in Mississippi to 
a high of 70 percent in Illinois.  

Land-based casinos are taxed in Michigan, Nevada, and New Jersey.  
The states of New Jersey and Michigan apply flat rate taxes of 8 and 18 
percent, respectively, to AGR.  
Nevada applies graduated rates from 3 to 6.25 percent of AGR.  

The states of Colorado and South Dakota permit limited-stakes casino 
gambling with South Dakota applying a flat rate tax of 8 percent of AGR 
and Colorado applying graduated rates from .25 to 20 percent of AGR. 



Admissions tax

Admissions taxes are applied primarily in riverboat casino states.  
States applying such admissions taxes require that each gambler 
boarding the riverboat casino pay a tax.   
Admissions tax rates range from a low of $2 in Missouri to a high 
of $5 in Illinois and Iowa.  
In some cases, the admissions tax varies with patronage or size 
of the facility, for example.  

In Illinois the admissions tax is $4 per person at facilities admitting 
2.3 million or fewer persons the previous year, and $5 per person for 
larger facilities.  

In other cases, the tax varies with the local government unit, as in 
Louisiana where the admissions tax can vary between $2.50 to 
$3.00 per person depending on the parish.  

Iowa allows both state and local governments to apply an admissions 
tax of $.50 per person. 



Fees

Other taxes and fees are also required in most states.  
In riverboat casino states there are typically licensing fees, as in Iowa 
where the fee is based on the capacity of the riverboat, or a local 
government license fee based on AGR as in Mississippi.  
Land-based casino states have the most extensive systems of fees and 
taxes imposed by local and state governments.  

Michigan applies a municipal service fee.  
Nevada has a system of county license fees, state license fees, and a 
separate slot machine tax.  
New Jersey applies an annual license fee per facility and a slot machine fee.  
New Jersey applies a tax on the value of casino complementarities such as 
entertainment, food, rooms, and beverages provided at no or reduced prices 
to patrons, a tax on gross revenues of casino companies conducting multi-
casino progressive slot machines, and an investment alternative tax applied 
to casino licensees.  

Most often, the fees are municipal or local government fees designed to 
generate revenue to cover local government costs associated with
hosting the casino. 



Revenue interactions with other 
taxes

Casinos generate direct tax revenue from wagering, 
admissions, and other taxes, but from a state 
budgetary point of view the relevant question is 
whether the added tax revenue from casinos comes at 
the expense of other revenue sources.  
What is the net effect of new casino revenue?  
Do casino taxes increase overall state tax revenue, or 
are they offset by reductions in other sources of state 
revenue such as sales and excise taxes? 
Furthermore, are casino gambling taxes vulnerable to 
predatory federalism, with other units of government, 
perhaps across a county or state line, introducing new 
gambling opportunities?  



Revenue interactions with other 
taxes

Garrett (2003) warns that the new tax revenue 
generated by casinos should not be viewed as new 
money to society. 
Leven and Phares (1998) estimated the spending 
displacement effect of casinos in Missouri and found 
that Missourians got the $412 million they spent on 
casinos from:

reduced savings ($49 million), 
reduced spending outside the state ($51 million at casinos, $9 
million at dog and horse tracks, $16 million on vacations, and 
$22 million on other purchases), and 
$265 million in reduced spending on other goods and services 
in Missouri. 



Revenue interactions with other 
taxes

Anders, Siegel, and Yacoub (1998) tested the 
hypothesis that Indian casino introduction in 1993 
caused a structural change in the sources of state 
revenue in Arizona.  

They found that the introduction of Indian casinos had the 
effect of diverting funds from taxable to non-taxable sectors of 
the state economy. 

Siegel and Anders (2001) analyzed the impact of 
Indian casinos on state lottery revenue in Arizona as 
well. 

They found that a 10 percent increase in slot machines, for 
example, results in a 3.8 percent decline in general lottery 
revenues and a 4.2 percent decline in Lotto revenues. 



Revenue interactions with other 
taxes

Siegel and Anders (1999) examined the economic 
displacement effects of river boat casinos in Missouri, 
finding limited evidence of displacement effects. 
Fink, Marco, and Rork (2004) examined the overall 
revenue effect of state lotteries and found that the 
additional lottery revenue is offset by reductions in 
other state revenue sources. 
Haas et al (2000) conducted a study of the effects of 
new casinos on Michigan state lottery sales and found 
that the casinos have a negative impact on daily 
lottery game revenue. 



Revenue interactions with other 
taxes

Popp and Stehwien (2002) tested whether 
Indian casinos had the effect of reducing total 
taxable gross receipts (TGR) in New Mexico 
finding that the first casino in a county has the 
effect of reducing TGR by a small but 
significant amount.  

A second casino in a county, however, has the 
effect of decreasing TGR by 6.2 percent, indicating 
a strong substitution of gambling for other taxable 
activity. 
Furthermore, they found that the presence of a 
casino in a county has a negative impact of TGR in 
neighboring counties. 



Revenue interactions with other 
taxes

Elliott and Navin (2002) found significant 
cannibalization of lottery revenues by 
casinos and pari-mutual betting.  

State revenues still rise with the 
combination of casinos and a lottery, 
but they found that the state loses $0.83 in 
net lottery revenue for each additional dollar 
of revenue the state derives from casino 
gambling. 



Revenue interactions with other 
taxes

Tosun and Skidmore (2004) examined the issue of 
interstate lottery competition using West Virginia 
county data. 

They tested whether the introduction of new lottery games 
introduced by other states in bordering counties affected 
sales.  
They found a clear effect that interstate competition can 
reduce lottery sales.  
Furthermore, their analysis indicates that new lottery games 
introduced within a state also have the effect of reducing sales
revenue on the traditional lottery games.  
Consequently, there is evidence of substitution among games 
within a state and across state lines. 



Uses of casino revenues

Taxes and fees generated from casino operations are 
often dedicated, or earmarked, to specific state or 
local governments or earmarked for specific state and 
local government purposes.  
Some states provide a division of revenues for state 
and local governments.  
Many states earmark revenues for specific purposes, 
as recorded in Table 1, including gambling addiction 
programs, tourism promotion, historic preservation, 
education, state fair, mental health programs, horse 
racing commission, and elderly and disabled 
programs. 



Uses of casino revenues: 
Earmarking

Borg and Mason (1990) analyzed the issue of 
earmarking of state lottery funds and found that 
earmarking of lottery revenues generally does not 
benefit the statutory recipients.  In fact, they found that 
the recipients do not even realize the statutory benefit 
to which they are entitled.  
Spindler (1995) studied the impact of lotteries on state 
education funding.  He concluded that despite the 
earmarking of lottery revenues, they were fungible, 
leading to the situation where the state was robbing 
Peter to pay Paul.  



Uses of casino revenues: 
Earmarking

Garrett (2001) provides the most recent analysis on this issue, updating the 
Mason and Borg (1990) study with new data and a new test.  

Using Ohio data over the period 1958-1996, where lottery operation began in 
1975, he estimated a time series model that focused specifically on how the 
lottery funds affected education expenditures.  His conclusion is that lottery 
revenues earmarked for education had no impact on education expenditures.  
Hence, despite earmarking, the lottery revenues were found to be fully 
fungible.  

The policy implications of fungibility are important for the budgetary incidence of 
casino taxes.  

If casino tax revenues are as fungible as lottery tax revenues appear to be, 
then the combined incidence of the taxes and the government spending may 
not be what it appears.  
If, for example, the casino tax revenue is earmarked for education 
expenditures that would have benefited low income families, but in reality no 
additional education expenditures result from the earmarked casino tax 
revenue, the combined incidence would be less favorable to the low income 
families than the statutory incidence would appear.  
Here, again, we need empirical research on the fungibility of casino tax 
revenues to inform this important policy consideration. 



Economic analysis of casino taxes

Market analysis of a casino game
Rationales for casino taxation
Incidence of casino taxes



Figure 1:  Market Analysis of a 
Casino Game 
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Rationales for casino taxation

Casino taxation must be examined within the larger context of 
legalization and regulation of gaming by states.  

As states have legalized various forms of state-sponsored and commercial 
gaming over the past thirty years they have done so with an explicit 
recognition of the potential social costs of expanded gaming and have 
developed elaborate regulatory contexts within which gaming takes place. 
States often regulate the location and number of casinos, slot machines, and 
table games in order to minimize social costs.  The original concept of 
riverboat casinos is the clearest example of that intent.  

Revenues derived.
Among states with land-based casinos, Nevada has the highest share of 
state revenues generated by casinos at approximately 38 percent.
Among riverboat casino states, Louisiana has the highest share of state 
revenues generated by casinos at approximately 5 percent.  
Of course, casinos also pay federal and state business corporation taxes, 
state and local sales taxes, and local property taxes.  



Rationales for casino taxation

Traditional logic of a sin tax.  
Recognizing the potential detrimental effects of casino gambling, 
states apply taxes to reduce the amount of this activity.  
Whether such taxation is effective in reducing the level of gaming 
activity depends, in part, on the size of the tax, the price elasticity of 
demand for casino gaming, and the nature of the supply of casino
gambling opportunities.  

There is a need to cover state regulatory and enforcement costs 
for the casino gambling industry and the public safety and 
infrastructure needs of the local governments where the casinos 
are located.  

It is doubtful, however, that a state would be content with revenues 
that simply cover regulatory and enforcement costs.  Since the state 
legalization of casinos generates economic rents for the casino 
gaming industry, the state and local governments may also want a
piece of the action.  
Hence, taxation of casinos may be to extract monopoly rents created 
through legalization and regulation of casino gambling. 



Rationales for casino taxation

Taxes and fees on casinos are also intended to cover, at least in part, 
the social costs associated with gambling, including:  

increased crime (apprehension and increased police costs, adjudication and 
criminal and civil justice costs, and incarceration and supervision costs), 
business and employment costs (lost productivity on the job, lost time, and 
unemployment), 
bankruptcy, 
suicide, 
illness and social service costs (therapy and treatment costs, unemployment 
and other social service costs including welfare and food stamps), 
government direct regulatory costs, 
family costs (divorce and separation), and 
abused dollars (lost gambling money acquired from family, employers, or 
friends under false pretenses including theft and embezzlement).

Grinols (2004) provides the most comprehensive overview of the benefits
and costs related to casinos, concluding that the costs outweigh the 
benefits by a factor between 3.9:1 and 6.3:1.  



Incidence of casino taxes

Taxes on gambling have generally been found to have regressive 
incidence.
The seminal study on gambling tax incidence is Suits (1977).  

His estimates indicted that gambling taxes were somewhat more 
regressive than state sales taxes.  
He found wide variation, however, in the incidence of specific forms 
of gambling taxation.  Taxes on lotteries, numbers, and sports cards 
are two to three times more regressive than state sales taxes, but 
Nevada casino gambling taxes he found to be progressive.  His 
estimates indicated that those casino taxes were approximately twice 
as progressive as the U.S. personal income tax.  
The cost of travel to the action accounts for the high degree of
progressivity Suits found for Nevada casino taxes.  Taking into 
account plane fare, hotel room and meal cost, plus the need for 
sufficient leisure time to make the trip, these costs acted like a high 
admission charge that discouraged participation by poor people. 
With more readily accessible casino gambling elsewhere in the 
country, its taxation should be more regressive. 



Incidence of casino taxes

Partial equilibrium analysis of a casino game ignores the reality 
that there are both legal and illegal gambling opportunities 
available to gamblers, and hence both taxed and untaxed 
casinos.  
In reality, there are two sectors—legal and illegal—that need to 
be considered.  
A tax applied in the legal casino sector reduces the equilibrium
handle in that sector, lowers the after-tax take-out rate, and drives 
some gambling into the illegal sector.  
To date, there is no apparent research on optimal second-best 
casino taxation in this context.  Is it also important to take into 
account that some forms of casino gambling can be taxed (the 
activity that occurs in non-Indian reservation casinos) and other 
forms cannot (the activity that occurs on reservations). 



Incidence of casino taxes

Borg, Mason, and Shapiro (1991) challenge the Suits (1977) results for Nevada casinos.  
Rather than use a national sample as in Suits (1977), they use survey data obtained from 
gamblers who either lived in or traveled to Las Vegas or Atlantic City.  They find that casino 
taxes are regressive.  

Their results for Las Vegas are strongly regressive.  
They conclude that with easier access to casino gambling opportunities, taxes on casino gambling are 
placing a heavier burden on low income people.  

Economic analysis of the incidence of taxation for state lotteries provides similar evidence that 
the taxes are generally regressive.  See Scott and Garen (1993), for example, for a careful 
study of lottery tax incidence.  

The only evidence suggesting a possible progressive incidence for gambling taxes is that of Oster
(2004) for the PowerBall lottery game in the case of very large jackpots that draw in large volumes of 
new players.  

Rivenbark (1998) estimated the pattern of incidence using survey data collected from 
gamblers in Mississippi and found that the incidence of casino taxes is regressive for 
members of both casino counties and non-casino counties; although he found that the degree 
of regressivity is greater for residents of casino counties.  

This result probably reflects the fact that greater access and closer proximity to casinos results in more 
gambling among low income gamblers.  
Rivenbark concludes that once casino gambling access is readily available, the poor become more 
attracted to gaming. 



Incidence of casino taxes

To the extent that casino taxes are more regressive than other 
taxes whose revenue they replace in state and local government 
budgets, the differential tax incidence is more regressive.  As 
states rely more heavily on casino taxes as substitutes for income 
taxes or even sales taxes, the differential tax incidence is clearly 
made more regressive.   
What matters most is the combined incidence of the taxation and 
spending package related to casinos, or the balanced-budget 
incidence of casino taxation.  

If casino taxes and fees are applied in a regressive manner, but
spending for programs funded by those taxes and fees is allocated 
disproportionately to the poor, the overall incidence of the casino 
fiscal system might be substantially less regressive.  
Clearly, this is what state policy-makers have in mind.  Table 1 
illustrates that policy-makers have earmarked casino tax revenues 
for a wide range of purposes, many of which seem intended to 
provide benefits for low-income families. 



Incidence of casino taxes

Suits (1979a) also estimated the price elasticity of demand for various 
forms of gambling.  He found price elasticities considerably greater than 
one for legal bookmaking establishments in Nevada and for betting at 
thoroughbred race tracks.  
Paton, Siegel, and Williams (2004) confirm that the demand for 
bookmaking is price elastic, using recent changes in UK tax policy 
applied to bookmakers to test the elasticity.  
These results raise several important policy issues.  

High price elasticities place severe limits on gambling as a source of tax 
revenue.  In a simple monopoly model gambling revenue would be 
maximized at the unitary elastic point on the demand curve.  If the price 
elasticity exceeds unity, we are at a point on the demand curve 
corresponding to a higher price and smaller quantity than the revenue 
maximizing point.  In this situation, any further tax rate increase that raises 
the price will reduce revenue.  
Second, since relatively high price elasticities are likely to be due to the 
availability of illegal gambling alternatives, any further tax increase may 
simply drive gambling activity out of the legal casino sector into the illegal 
gambling sector.  



Summary and conclusions

Casino taxation by state and local governments in the United States is an 
increasingly important aspect of tax policy.  Rates of increase in state and local 
casino tax revenue are rising and in some states where the gambling industry has 
matured these taxes are substantial revenue sources.  
Commercial casinos are taxed primarily with wagering taxes based on their 
adjusted gross receipts (AGR).  

The wide variation in wagering tax rates applied to AGR deserves further economic 
analysis.  
To date there is no research on the determinants of wagering tax rates. 
In practice, the wagering tax revenue typically goes to the state while the admissions tax 
revenue goes to the casino host local government.  Such a division of revenue seems 
purely ad hoc and calls for additional research.  
Research is also needed to analyze the optimal combination of admission fees and 
wagering taxes.  

Beyond wagering and admissions taxes, states also apply various licensing fees.  
Research is needed to determine both the appropriate mix of wagering tax and licensing 
fees for casinos and the appropriate mix of casino taxation and complementary good 
taxation (hotel rooms, live entertainment, food, drinks, etc.)  



Summary and conclusions

Revenue interactions with other sources of state revenue are apparent from the 
economic studies conducted in casino states to date.  

Additional research on this issue is needed in order to provide a clear picture of the net 
revenue implications of casinos.  

Uses of casino tax and fee revenue run the gamut from being directed into the 
state’s general fund to being earmarked for specific programs such as education, 
gambling addiction, tourism promotion, historic preservation, and other programs.  

Evidence on the fungibility of funds from lotteries indicates that earmarking for specific 
purposes is not likely to assure increased funding for those purposes.  
Additional research is needed to determine more precisely, in the case of casinos, how 
earmarked revenues affect expenditure levels in dedicated programs and how they may 
affect other tax rates such as state sales and excise tax rates.

Evidence on the incidence of casino taxes indicates that they are born primarily by 
the gamblers and are quite regressive.  

The effects of increasing casino access across the country on the degree of 
repressiveness deserves additional research. 

State regulations on the number and location of casinos confer economic rents for 
casino owners and operators.  State and local taxes and license fees may play a 
role in extracting a substantial portion of the economic rents conferred, but there 
is not yet any substantial economic analysis of this issue.  
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